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SUMMARY 


Despite substantial economic losses, Pakistan's economy has essen- 
tially recovered from the severe floods of August and September. 
Major repairs to the transportation system have been made and the 
government hopes that repairs to the flood control system will be 
completed prior to the monsoon season in June and July. 


Diplomatic recognition of Bangladesh improves prospects for 
resumption of the previously important trade between Pakistan and 
its former East Wing. Tobacco is the best prospect as an immed- 
iate export but Bangladesh could once again become important for 
Pakistan's exports of raw cotton, cotton textiles and rice, should 
world demand for these products decline. Better relations between 
Pakistan and Bangladesh increase prospects for improvement of 
relations between Pakistan and India. Some progress is likely 

in such fields as communications, transit trade and civil aviation, 
but the prospect for any significant commercial trade between 
Pakistan and India is uncertain. 


The Islamic Summit Conference at Lahore probably strengthened 
Pakistan's domestic and international position but it did not 
result in any tangible known economic assistance such as increased 
aid or reduced oil prices. However, economic assistance is to be 
discussed further within the framework of the Islamic Secretariat. 


Prospects are good for a record wheat crop of 8.1--8.5 million 

tons, but Pakistan may still import around 500,000 tons of wheat. 
Prospects are also good for the important cotton and rice crops 

to be planted in May and June, but the outlook for the fall planting 
is uncertain because of the international fertilizer shortage. 


Nationalization of domestically owned banks, petroléum marketing 
firms and shipping companies has further depressed the already 
poor investment climate. Nevertheless, some new investments by 
both the domestic and foreign private sectors are reported to be 
under consideration. Foreign assistance continues at a high 
level but net foreign assistance will drop beginning in July 1974, 
because of a "bunching" of repayments caused by previous short 
term debt rescheduling agreements, unless additional debt relief 
is granted. 





Prospects are good for U. S. commercial exports of wheat, soy 
bean oil and machinery. Pakistan has relatively high foreign 
exchange reserves and earnings and draws most of its imports from 
untied sources. The experience of a recent U.S. trade mission 
demonstrates that sales promotion is worth the effort. 


CURRENT ECONOMIC SITUATION AND TRENDS 


Good Recovery From Flood Damage 


A precise estimate of the financial cost of the floods of last 
August-September is not possible, but it is evident that losses 
were considerable, and slowed GNP growth. An unknown but sub- 
stantial loss of stored wheat in numerous small private holdings 
required greater commercial wheat imports. Flood losses reduced 
the important cotton crop by more than a half million bales, to 
possibly even less than the officially estimated FY 1973 crop 

of 3.7 million bales. On the other hand, better water availabil- 
ity in areas not flooded plus aerial pesticide spraying by U.S. 
Teams probably offset flood damage to rice, Pakistan's second most 
important export crop. 


The Government of Pakistan quickly repaired most damage to the 
railway and main road systems and thus prevented a major dis- 
ruption of the economy. Likewise, it is hoped that all major 
repairs to the irrigation and flood control systems will be 
accomplished prior to the heavy rains of the monsoon season in 
June and July. 


Much of the destruction and damage to secondary roads, private 
dwellings and public infrastructure, such as schools and health 
centers, has not yet been repaired, but the basic economy has 
recovered from the effects of the flood. 


Political Events Affecting the Economy 


In February Pakistan hosted the second Islamic Summit Conference, 
Heads of State or their representatives from more than 30 coun- 
tries, including Bangladesh, attended this meeting at Lahore. 

The stated purposes of the meeting were primarily political and 
were designed to strengthen the Arab position in their confronta- 
tion with Israel. However, representatives from various countries 





took advantage of the occasion to utge on Islamic oil producing 
countries economic assistance and/or oil price concessions for 
non-oil producing Islamic and other lesser developed countries. 
No decisions were reached regarding economic assistance or oil 
price concessions except that an eight nation committee was 
appointed to study the subject and report at the Islamic Secre- 
tariat meeting scheduled to be held in mid-June at Kuala Lumpur. 


During the Islamic Summit Conference Pakistan accorded diplomatic 
recognition to Bangladesh. Serious problems between the two 
countries remain to be resolved, but prospects for commercial 
trade, halted in 1971, are improved. In FY 1970, the last 

normal trade year, more than half of Pakistan's "exports" were 

to its former eastern wing, now Bangladesh. Six products, raw 
cotton, cotton textiles, cotton yarn, rice, oil seeds, and 
tobacco, accounted for approximately three-fourths of Pakistan's 
interwing shipments. Of these, Pakistan was easily able to con- 
sume domestically the oil seeds formerly exported, as it is a 
large net importer of this product. It had no difficulty because 
of sharply increased international demand, in shifting former inter- 
wing trade of raw cotton, textiles, yarn and rice to international 
markets. Tobacco, the only significant export which Pakistan was 
not able to shift to international markets, would appear to be 

the best immediate prospect as an export to Bangladesh. In addi- 
tion, the Bangladesh market could once again become important 
should international demand for Pakistan's exports of raw cotton, 
textiles, yarn and rice decline. Pakistan's major interwing 
imports were tea, jute products and paper. Some imports of these 
products should resume as Pakistan produces no tea, little jute 
and only a small percentage of its paper requirements. New tea 
consumer preferences have appeared, however. A resumption of 
trade between Pakistan and Bangladesh would primarily be signi- 
ficant to U.S. commercial interests in that Pakistan's raw 

cotton and rice exports have been, to some extent, historically 
competitive with U.S. exports of these products. 


Now that the major problem of diplomatic recognition of Bangladesh 
has been resolved, prospects are better for improved relations 
between Pakistan and India. A meeting of representatives of the 
two countries is scheduled for early April and it is likely that 
such matters as resumption of direct communications and civil 
aviation links will be discussed. Progress on these and other 
economic matters may well be slow, however, and it is unlikely 
that there will be any significant direct trade between the two 
countries in the near future. 





Good Agricultural Prospects 


Because of government efforts to expand acreage and also because 
of timely rains, the wheat crop due to be harvested in April and 
May may be a record 8.1--8.5 million tons. However, despite 

such a good crop, Pakistan will probably import an additional 
half million tons of wheat in order to insure that ample supplies 
are available of this important consumer item. 


Prospects are also good for the important cotton and rice crops 
due to be planted in May and June. For this planting there is 

an adequate fertilizer supply and high water levels in the reser- 
voirs. However, prospects for the fall planting of grains are 
not as bright because of the uncertain fertilizer supply created 
by an international shortage of this essential item. 


Continued Nationalization Further Depresses Private Business Mood 


The government of the important Punjab Province modified its 

takeover of fertilizer distribution in September 1973 so as to 
leave a major portion in private hands. This mixture of public 
and private distribution appears to be working reasonably well. 


On January 1 the government announced the nationalization of 
domestically owned banks, shipping companies and petroleum mar- 
keting firms. The business community generally anticipated these 
nationalizations, called for several years ago in the manifesto 
of the ruling Pakistan Peoples Party (PPP). However, the timing 
of the nationalization came as a considerable surprise in view of 
numerous and continuing GOP assurances that gave rise to hope 
there would be no further nationalization during the term of the 
present government, which is not scheduled to expire until 1977. 
However, elections, as in the parliamentary system, could be 
called for any date prior to the expiration of the full term. 


The January 1 nationalizations stimulated rumors of more to come, 
particularly in the large textile industry, by far the most impor- 
tant industry largely owned by the domestic private sector. Never- 
theless, the U.S. Textile Machinery Trade Mission which visited 
Pakistan in February was well received and made significant sales 
to the private sector. Likewise, representatives of the U.S. 
Electric Power Generation Trade Mission which visited Pakistan in 
March were generally optimistic concerning substantial sales 
prospects in Pakistan. 





Inflation Continues to Be a Serious Problem 


The general index of wholesale prices in Pakistan rose by 9.2% 

in FY 1972, by 19.5% in FY 1973, and is currently running at 

over 30%. Undoubtedly the government's fiscal and monetary poli- 
cies have contributed to the inflation, but it is also true that 
much of it has been due to higher international prices for neces- 
sary imports. The most startling increases have been petroleum 
and its products, such as fertilizer. Petroleum imports were $50 
million in FY 73, are anticipated to be $140 million in FY 74, 
and will possibly reach $280-300 million in FY 75. 


Pakistan has benefited from international price increases for its 
major exports of raw cotton, textiles and rice, but indications 
are that these prices are leveling off and could decline. The 
overall price trend for its major imports is much more difficult 
to predict. With prospects of good crops in most important pro- 
ducing countries, prices of wheat and vegetable oil should decline 
somewhat but prices of manufactures may continue to rise to offset 
higher international energy costs. On balance, the terms of trade 
are now turning against Pakistan. 


Foreign Assistance 


Members of the Pakistan Consortium, including the United States, 
have continued their normal economic assistance to Pakistan. 

Most have also extended or are considering substantial additional 
assistance related to flood relief or rehabilitation. The Inter- 
national Bank for Reconstruction and Development (IBRD) announced 
in March a $35 million long-term concessional loan for flood 
rehabilitation. It will be used for the restoration of flood 
damaged bunds, canals, drains and roads and will finance the 
importation of a wide variety of machinery, spare parts, agri- 
cultural equipment and industrial raw and semi-finished materials 
and components. 


The Asian Development Bank (ADB) has extended a $27 million loan 

to finance the nitric acid and nitrophosphate units of a fertilizer 
complex at Multan and the IBRD is to finance the ammonia unit of 
this project. A German firm won the award for construction of the 
nitric acid and nitrophosphate units but the British subsidiary 

of a U.S. firm won the award for the ammonia unit. The ADB has 
also recently approved a $29.6 million loan to extend the Sui 
natural gas pipeline. 
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The U. S. Congress has appropriated but not yet authorized $85 
million of economic assistance to Pakistan related to flood relief 
and rehabilitation. Hearings on this proposed assistance, includ- 
ing a possible reduction in this amount, are continuing. 


Debt relief will be the principal topic of discussion at the 
annual Pakistan Consortium meeting scheduled in May. Long 

term debt relief is to be discussed, in addition to the "bunching" 
of debt repayments beginning in July 1974 caused by previous 

short term debt rescheduling. Without debt relief, debt repay- 
ments in the next four years could be 30% or more of export 
earnings. 


IMPLICATIONS FOR THE UNITED STATES 


Climate for Foreign Investment 


Key government officials continue to state that they welcome 
foreign investment, and it is noteworthy that foreign firms were 
exempted in the recent nationalizations.- Nevertheless, with the 
main exceptions of petroleum exploration and hotels, there has 
been no significant new foreign investment in Pakistan for several 
years. However, there are some indications of a pickup in U.S. 
interest in investment in Pakistan. One major U.S. company is 
seriously considering a large investment and several U.S. firms 
with operations in Pakistan are considering modest expansicns. 


The trend in the business sector in Pakistan definitely appears 
to be for an expanded public sector. Thus a U.S. firm contenm- 
plating investment in Pakistan might well consider a joint 
venture proposal or a license agreement with one of the govern- 
ment's industrial groups. 


Status of U.S. Business in Pakistan 


Petroleum exploration companies are by far the most involved in 
new activities of the U.S. business group in Pakistan. Explora- 
tion and drilling are underway and negotiations are continuing 
for additional concessions. Other U.S. business groups such as 
the petroleum marketing companies report that they are adversely 
affected by government price controls and regulations. 


After long negotiations, the Government of Pakistan and the 
American Life Insurance Company (ALICO) finally concluded a 





mutually satisfactory compensation agreement for the ALICO assets 
nationalized in 1972. 


Prospects for United States Exporters 


Prospects for U.S. exporters to supply machinery and spare parts 
under the previously mentioned IBRD flood rehabilitation loan 
are good if they can supply on a short time lead. Flood repairs 
must be completed before the monsoon season begins in June. 

The IBRD loan will also be used to finance a wide variety of 
industrial raw materials and machinery. Likewise, American 
suppliers have a good opportunity to make immediate cash sales 
of steel line pipe, valves, coat and wrap materials and both 
heavy and light construction machinery for the previously men- 
tioned natural gas pipeline project being financed by an ADB 
credit. In addition, procurement for the expansion of the Multan 
Fertilizer Complex is in the intial stages and American firms 
should be in a strongly competitive position to make cash sales 
for this 100 million dollar project. 


There is also significant sales potential in the field of port 
construction and maintenance machinery and equipment. Planning 
for Bort Qasim, Pakistan's new deep water, bulk cargo port, is in 
an advanced stage and the first tender has already been issued. 
Additional tenders are expected over the next two years for 
machinery and equipment needed for this multi-million dollar 
project. Furthermore, expansion of existing port facilities 

at Karachi is expected in the near future, to be financed by an 
international lending institution, probably the World Bank. 


Prospects are particularly good for commercial exports to Pakistan 
of wheat and soy bean oil. Even with prospects of a record wheat 
crop, Pakistan may import about 500,000 tons of wheat, much of 
which will be on commercial terms. Likewise, vegetable oil 
imports will be high because of increased consumption and flood 
losses to the cotton crop. Some of these purchases will be 
financed under Public Law 480, but many will be commercial imports 
directly or indirectly from the United States. 


Price will be important for exports financed by international 
aid assistance and both price and credit for imports financed 
with Pakistan's own export earnings. Financing will be parti- 





cularly important for large sales of machinery and capital 
investments. However, the successful experiences of the recent 
U.S. Textile Machinery Trade Mission and of the Textile Machinery 
Catalogue Show demonstrate that sales promotion is worth the 
effort. Unlike many lesser developed countries, Pakistan makes 
the bulk of its imports from untied sources. 
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CURRENT 
INDUSTRIAL REPORTS 


Keep up-to-date with Bureau of the 
Census data covering over 5,000 
products representing 40% of all 
manufacturing in the United States! 


The Bureau of the Census issues a 
continuing series of more than 100 
monthly, quarterly, and annual reports 
on industrial production...inventories... 
and orders. Broad categories listed 
in the Current Industrial Series include: 


All Manufacturing Industries 
Manufacturers’ Shipments, Inven- 
tories, and Orders 


Manufacturers’ Export Sales and 
Orders 
Shipments of 


Industries 


Defense - Oriented 


Processed Foods 

Textile Mill Products 

Apparel and Leather 

Lumber, Furniture, and Paper Products 
Chemicals, Rubber, and Plastics 
Stone, Clay, and Glass Products 
Primary Metals 

Intermediate Metal Products 
Machinery and Equipment 


For further information on all reports 
included in these categories, frequency of 
reports, subscription prices, and a 
publications order form, free of charge, 
write to the Publications Distribution 
Section, Social and Economic Statistics 
Administration, Washington, D.C. 20233. 


U.S. DEPARTMENT OF COMMERCE 


Social and Economic Statistics Administration 


BUREAU OF THE CENSUS 


% U.S. GOVERNMENT PRINTING OFFICE: 1974-—542-911/114 3-1 











